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400 Centennial Building

~ 3 658 Cedar Street
State Of MlnneSOF}a St. Paul, Minnesota 55155
Department of Finance ; Voice: (612) 296-5900

TTY/TDD: (612)297-5353 or
Greater Minnesota 800-627-3529
and ask for 296-5900

Fax: (612) 296-8685

December 16, 1996

The Honorable Are H. Carlson, Governor

Members of the Legislature

In accordance with Minnesota Statutes, Section 16A.50, the Department of
Finance is pleased to submit the Comprehensive Annual Financial Report for the
State of Minnesota for the fiscal year ended June 30, 1996. This report includes the
financial statements for the state, and the disclosure necessary to accurately present
the financial condition and results of operations for the year then ended. The report
has been prepared in accordance with generally accepted accounting principles
(GAAP) for governmental units and has earned an unqualified audit opinion.

The Department of Finance is responsible for the accuracy, fairness, and
completeness of the financial statements, including all disclosures, presented in this
report. The information presented is accurate in all material respects and includes all
disclosures necessary for an understanding of the state's financial activities.

The report is divided into three sections: Introductory Section; Financial

Section, including the auditor's opinion and basic financial statements; and the
Statistical Section, containing financial and other data for prior and current years.
The Notes to the Financial Statements, in the financial section, are necessary for an
understanding of the information included in the statements. They include the

~ Summary of Significant Accounting Policies and other necessary dlsclosure of
matters relating to the ﬁnanmal position of the state.

Financial Reporting Entity

The financial reporting entity consists of all the funds and account groups of
the primary government, as well as its component units. Component units are legally
separate organizations for which the primary government is financially accountable.
Financial accountability is defined as appointment of a voting majority of the
component unit's governing body, and either (a) the ability to impose its will by the
primary govemment or (b) the potential for the orgamzatlon to provide ﬁnanc1al
benefits to, or impose financial burdens on the primary government ‘

AN EQUAL OPPORTUNITY EMPLOYER
Vii



Blended component units, although legally separate entities, are part of the
primary government's operations and are included as part of the primary government.
Minnesota has no blended component units.

The Housing Finance Agency, Higher Education Services Office, Minnesota
Public Facilities Authority, Minnesota Technology, Inc., Metropolitan Council,
Minnesota Rural Finance Authority, Minnesota Agricultural and Economic
Development Board, Export Finance Authority, University of Minnesota, Minnesota
Workers Compensation Assigned Risk Plan, and the National Sports Center
Foundation are component units reported discretely. The Minnesota Rural Finance
Authority, Minnesota Agricultural and Economic Development Board, and the
Export Finance Authority were reported as blended component units last year. The
state has either the ability to impose its will over these agencies or provides
substantial funding.

Economic Condition and Outlook

Employment growth in Minnesota continues to out pace the U.S. economy
in fiscal year 1996. Payroll employment grew by 2.3 percent, significantly above the
U.S. growth of 2.0 percent. In June, at the close of the fiscal year, the unemployment
rate in the state was at 3.6 percent, down 0.2 percent from year ago levels and well
below the U.S. rate of 5.3 percent. Despite an extremely tight labor market,
Minnesota continues to add jobs at a rate faster than the national average.

Personal income in the state, however, grew more slowly than in the rest of
the nation. Total wage and salary disbursements in the state, which account for about
two thirds of personal income, grew at a 4.9 percent rate in fiscal year 1996,
noticeably slower than the U.S. wide growth rate of 6.2 percent. Analysts attribute
much of the difference to increases in the number of hours worked by part time
employees. During the past year, economic conditions in Minnesota have been such
that part time workers are already working all of the hours they desire.

~ The Minnesota economy is expected to track the national economy during
fiscal year 1997. Growth rates for personal income in Minnesota and nationally are
projected to be identical. Job growth in Minnesota is forecast to be only slightly
stronger than that for the entire U.S., while total wage and salary disbursements are
expected to lag slightly, reflecting the belief that part time workers elsewhere in the
nation will continue to add hours at a faster rate than those in Minnesota. The 1996
farm bill will add to farm income in the state in both 1996 and 1997.

Maibr Program Initiatives

Department of Children, Families and Learning begins operations. The
Department of Children, Families, and Learning (CFL) started operations on October

1, 1995. It was created by a law in 1995 aimed at streamlining services and programs
for children and families. The Department of Education was abolished on September
30, 1995 and its responsibilities transferred to the new Department of Children,
Families and Learning, During fiscal year 1997 and fiscal year 1998, 15 additional
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programs from the Departments of Economic Security, Minnesota Planning, Human

Services, Corrections and Public Safety will be transferred to the CFL. Head Start
as well as other child related programs will be added to the responsibilities of the
new CFL.

The new agency is charged with the responsibility to develop outcomes
related to the programs it administers, to apply for waivers from state and federal
rules, to continue development of family service collaboratives, and to facilitate
intergovernmental and private-public partnerships. No new appropriations were
required to create this agency. ‘

The 1995 legislation also created a new local consolidated funding process,
at local option, to decategorize various grant programs administered by CFL. This
process will allow local governments to provide integrated services w1th greater
focus on high priority outcomes.

Minnesota State College and Umvérsngy System (MnSCU) starts
operation in fiscal year 1996. Fiscal year 1996 was the first year of operation of

MnSCU, which was formed by merger of the State University System, the
Community College System, and the Technical College System. Prior to July 1,

1995, the technical colleges were part of the local school districts. During the
system’s first year of operation a deregulation b111 was implemented to streamline its
procurement processes. ‘

Welfare system reformed. Minnesota started implementing major reforms
to the state’s welfare system in fiscal year 1996 including elimination of the work
Readiness program and expansion of the Minnesota Family Investment Program to
Ramsey County. Additional changes are anticipated as a result of recent federal
actions which eliminate the open-ended federal entitlement program of Aid to
Families with Dependent Children and replace it with a Temporary Assistance for
Needy Families block grant. Both the state initiated changes and the new federal
requirements are intended to help encourage work and increase family responsibility.

Amateur Sports Commission. The 1996 state legislature provided $8
million in capital bonding for Mighty Duck grants. The purpose of these grants is
to assist Minnesota communities in the development and renovation of ice arenas.
These ice arenas are intended to maximize the communities ability to generate

_economic benefits and to promote ice sports participation for females and males. To

receive a Mighty Duck grant, the arena must be owned by a political subdivision of
the state. To date, almost $7 million has been awarded to help build 32 new ice
arenas and renovate 25 existing arenas. Another $1 million is earmarked for a
Curling Center to be build in Virginia, Minnesota.

Veteran’s Cemeteg Improvements. The 1994 | egislature instructed the
Department of Veteran’s Affairs to accept a gift of a 36 acre cemetery and chapel
from the Minnesota State Veterans Cemetery Association in order to provide a
dignified burial for eligible veterans and their families. In 1996 the department
improved the cemetery with the addition of irrigation, grass, a road and maintenance
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bulldmg These improvements were financed through a matching grant of $344,000
from the United States Department of Veterans Affalrs '

An agenda for reform: competltlon, community, concentration. In

November 1995, former state Senator John Brandl and former U.S. Representative
Vin Weber, released a report requested by the Governor proposing fundamental
restructuring of Minnesota government to reduce financial imbalances anticipated at
the turn of the century. They recommended major reforms for meeting government's
responsibilities without raising taxes.

The proposal offers an overall structure for change, plus specific approaches
in each of the major government spending areas. Reforms are based on meeting
needs and improving program results through competition, encouraging communities
and concentrating spending on people most in need. Government would be a
procurer of services rather than a producer, contracting with private business when
beneficial. These proposals are continually being discussed during legislative
committee hearings .

Major financial systems. The state implemented new accountmg and
procurement systems (MAPS) and human resources and payroll systems (SEMA4)
for fiscal year 1996. The Departments of Finance, Administration, and Employee
Relations jointly administer and maintain the new statewide business systems.

In conjunction with the new business systems the state has developed an
information access data warehouse (IA). This warehouse is a database of information
gathered from MAPS and SEMA4 and designed to support ad hoc reporting. The IA
has developed standard reports available to all state agencies both in paper copy and
through the computer network. In addition, most agencies use information in the
warehouse to create new reports needed by ilieir management.

Financial Information

The Department of Finance is responsible for the MAPS and the information
warehouse from which these financial statements were prepared. The MAPS is
maintained primarily on a budgetary basis of accounting. However, certain accrual
information is recorded in MAPS. The budgetary basis recognizes revenues and
expenditures essentially on a cash basis, except that encumbrances at year end are
considered expenditures. Since this budgetary basis differs from GAAP, adjustments
to accounting data are necessary to provide financial statements in accordance with
GAAP. These disparate bases result in budgetary fund balances Wthh often dlffer
significantly from those calculated under GAAP.

The Department of Finance is also responsible for designing and applying the
state's system of internal accounting controls. These controls provide reasonable
assurance that the state's assets are protected against loss and that the accounting
records from which the financial statements are prepared are reliable. The concept
of reasonable assurance recognizes that the cost of control should not exceed the
benefit derived. '



Budget process. The state's fiscal period is a biennium. The Governor's
biennial budget is presented to the legislature in January of the odd numbered years
for the upcoming biennium. State statutes require a balanced budget. Specific
legislative appropriations are required for several funds. These funds include the
General, Trunk Highway, Highway User Tax Distribution, State Airports, Game and
Fish, Natural Resources, Minnesota Resources, Environmental and Health Care
Access Funds.

Budgetary control is provided primarily through the accounting system.
Appropriations are established in the accounting system at the amounts provided in
the appropriation laws. The accounting system does not permit expenditures in
excess of these amounts.

General Fund. During fiscal year 1996, the total fund balance, on a GAAP
basis, for the General Fund increased by $252.4 million to $1.419 billion. At June
30, 1996, the unreserved, undesignated portion of the fund balance reflected a
~ positive balance of $491.9 million, after providing for a $570 million budgetary
reserve. This compares with a $498 million unreserved, undesignated fund balance
at the end of fiscal year 1995 with a $500 million budgetary reserve. On a budgetary
basis, the June 30, 1996, unrestricted (undesignated) fund balance for the General
Fund was $506 million, compared with a balance of $458.1 million at the end of
1995. ~

General Fund revenues and transfers-in totaled $9.619 billion for fiscal year
1996, up 9 percent from those for fiscal year 1995. General Fund expenditures and
transfers-out for the year totaled $9.638 billion, an increase of 11.7 percent from the
previous year. Of this amount, $6.749 billion (70 percent), is in the form of grants
and subsidies to local governments, individuals and non-profit organizations.

General government functions. General government functions are funded
from the General, Special Revenue, Capital Projects and Debt Service Funds. These
funds account for the activities of most state operations, including those also financed
from transportation, natural resources and federal revenue sources, plus numerous
other smaller revenue sources. The total fund balances for all of these funds
increased by $620.9 million, with a General Fund balance increase of $252.4 million,
special revenue funds increase of $181.1 million, capital projects funds increase of
$147.6 million, and debt service fund increase of $39.8 million.

The net revenues, expenditures and transfers for these funds are presented on
the next page (expressed in thousands). The percent of total and the increases or
‘decreases over F.Y. 1995 are also presented.
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NET REVENUES

Individual Income Taxes
Corporate Income Taxes
Sales Tax
Fuel Taxes
Other Taxes
Federal Revenues
Investment/Interest Income
Other Revenue

Total Net Revenue

Amount

$4,129,026
696,393
2,933,886
520,702
1,902,875
3,384,598
141,387
1,084,133
$14,793,000

Increase(Decrease)
over F.Y. 1995

% Amount %
27.9% $354,171 9.4%
4.7% 28,851 43%
19.8% 205,361 7.5%
3.5% 36,129 7.4%
12.9% 84,248 4.6%
22.9% 223,573 7.1%
1.0% 36,678 35.0%
7.3% 305,243 352%
100.0%  $1,234,809 8.7%

Overall revenue increases were slightly above recent years. The increases in
individual income, corporate income, and sales tax were the result of a generally
favorable economic climate. The increase in investment earnings is attributable to
the favorable cash position that the state was able to maintain as a result of the
increased revenue collections. Other revenue consists of tuition and fees, license
fees, departmental earnings, and various miscellaneous earnings. Tuition increased
substantially due to the merger of the Minnesota Technical College System with the
State University and Community College Systems. Tuition and student fees
increased $75.7 million, or 41.4% as a result of the merger. Prior to the merger the
technical college tuition and fees were reported in the school district’s financial
statements. The Solid Waste Fund increased the fees charged solid waste haulers.
There was also a growth in agricultural fees and fees for the use of pesticides.

EXPENDITURES & NET TRANSFERS

Protection of Persons and Property
Transportation
Resource Management
Economic and Manpower Development
Education
Health and Social Services
General Government
Capital Outlays
Debt Service ,
Grants and Subsidies
Total Expenditures

Net Transfers-Out

Total Expenditures and Net Transfers

Amount

$202,544

352,184
291,653
191,338
739,061
736,518
298,925
502,816
522,300
9.981.796
$13,825,135

1.027.333

$14,852,468

xii

Increase(Decrease)

over E.Y. 1995

% Amount %
1.4% $5472  28%
2.3% (22,267)  (5.5%)
2.0% 4,890 1.7%

13%  (35471)  (15.7%)
5.0% 146,906  24.8%
5.0% 36,029 5.1%
2.0% 20,484 7.4%
34% 111313 28.0%
3.5% 236,956  83.0%
67.2% 864.619 9.5%
93.1% $1,405,358 11.0%

6.9% 5.852 %

1000% $1411210  102%



Education expenditures increased as a result of the merger of the Minnesota
Technical College system with the State Universities and Community Colleges.
Capital outlays increased as a result of an increase in road construction and faster
completion of the construction projects. Also, about $29 million was spent by the
Minnesota State College and University System for construction primarily at the
Duluth and Brainerd campuses. Debt service increased as a result of about $228.6
million in claims and judgments resulting from litigation. The decrease in economic
and manpower development is due to reclassifying certain programs as health and
social services.

Enterprise fund operations. Retained earnings for the enterprise funds
increased by $10.7 million to $149.1 million. Enterprise funds provide services to
the general public and are expected to recover full costs, primarily through user
charges. Included among the enterprise funds is the State Lottery Fund, whose
income of $64.7 million after taxes was transferred to other state funds. This is $3.4
million more than last year's transfer. The Public Employees’ Insurance Fund
reported a net income of $0.4 million compared with a net loss of $4.9 million in
fiscal year 1995.

Internal service fund operations. State internal service funds provide a
variety of services to state agencies. These include computer services, motor pool,
telecommunications, printing, management of the capitol complex buildings and
insurance (employee health and life, and auto liability). The objective of these funds
is to recover the full costs of services provided to other governmental organizations.
Net income for the internal service funds was $1.9 million for fiscal year 1996, out
of total operating revenues of $343.9 million. The internal service funds ended the
year with total retained earnings of $82.1 million, up $.5 million from last year. The
largest fluctuation in retained earnings occurred in the Employee Insurance Fund,
with net income of $.7 million compared to a net loss of $5.5 million in fiscal year
1995. This increase is a result of an increase in the premiums collected.

Fiduciary fund operations. Contributions to the various pension plans are
set in statute at rates expected to fully amortize the unfunded pension benefit
obligations of all plans by about 2020, with differing years for each fund. In recent
years, contributions have been sufficient to cover the actuarially determined
contribution requirements for most funds. Actuarial valuations are performed
annually for all defined benefit pension funds, and the results are used to determine
any changes needed in the contribution rates.

Grants totaling more than $892 million were provided from the expendable
trust funds, primarily to local governments and individuals. Of this amount, $466
million of the various highway taxes went to cities and counties for roads and
bridges. Another $31.2 million from earnings on the Permanent School Fund assets
was distributed to school districts. Most of the remainder of the grants were for
unemployment benefits funded by taxes on employers. The fund balance for the
Reemployment Compensation Fund increased by $66.8 million to $440.8 million.
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Debt administration. Minnesota's credit ratings on general obligation bonds
continued at AAA by Fitch Investors Service, Inc., and AA+ by Standard & Poor's
Corporation. Moody’s Investors Service raised the state’s general obligation bond
rating to Aaa from Aal in May 1996. Moody'’s stated “The rating revision reflects
the state’s tradition of comprehensive financial planning, sound financial position,
broad economic base, moderate debt position and favorable socioeconomic factors.
Although uncertainties exist from potential changes in federal health and welfare
funding, the state appears well positioned to meet these expected challenges.” This
was the first upgrading of a state to Aaa by Moody’s since 1974.

The state issued $439.6 million of new general obligation bonds, and $170.6
million of general obligation bonds were redeemed durlng 1996, leaving an
outstanding balance of $2.2 bllhon

The state has a debt management policy which has three goals:
- Restore AAA/Aaa bond ratings

- Minimize state borrowing costs
- Provide a reasonable financing capacity w1thm a prudent debt limit

The state debt management pollcy has four guldehnes The first requires that
the ratio of budgeted biennial debt service expenditures for general obligation bonded
debt, paid by transfers from the General Fund, should not exceed 3.0 percent of total
projected biennial General Fund non-dedicated revenues, net of refunds, on a
budgetary basis. The ratio of transfers to net non-dedicated revenues for the
biennium ending June 30, 1997, is estimated at 2.49 percent.

The second and third guidelines state that general obligation bonded debt
should not exceed 2.5 percent of the total personal income for the state, and also that
the total debt of state agencies and the University of Minnesota should not exceed 3.5
percent of total personal income. These ratios were 1.91 percent and 3.20 percent,
respectlvely, based on debt outstanding at June 30, 1996, and estimated personal
income for the year ending on that date.

The fourth guideline states that the total amount of state general obligation
debt, moral obligation debt, state bond guarantees, equipment capital leases and real
estate leases should not exceed 5.0 percent of the total personal income for the state.
The ratio was 4.15 percent based on information at June 30, 1996.
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Risk management. The state is prohibited by statute from insuring property
against loss. Certain agencies and programs are exempted from this prohibition,
 these include; the Stillwater Prison, State Universities, Community Colleges, Family
Farm Security Program, Department of Military Affairs, Iron Range Resources and
Rehabilitation Board, and the Sibley House. The Commissioner of the Department
of Administration may authorize the purchase of insurance on state properties should
it be deemed necessary and appropriate to protect buildings and content. All losses
of state property are self-insured or are covered by programs of the Risk Management
Fund (an internal service fund)or by insurance policies purchased by the Risk
Management Fund on behalf of state agencies.

Employee health, dental and life insurance are provided mainly through
contracts with outside organizations. However, the state retains the potential for
liabilities for some health plans. Premiums collected for these benefits have been
more than sufficient to cover claims submitted. ‘

Audits

The independent Office of the Legislative Auditor performs post-audits of the
activities of state agencies. Accordingly, they performed the audit of these financial
statements and their opinion is included. They also issue separate audit reports to
several major state agencies as part of this audit.

As a part of the audit of these financial statements, a single audit of federal
programs is being conducted by the Office of the Legislative Auditor. This audit
meets the requirements of the federal Single Audit Act of 1984. The audit covers
federal program activities for state agencies for the year ended June 30, 1996. A
supplementary report, "Financial and Compliance Report on Federally Assisted
Programs" will be available in June 1997. ,

Certiﬁcatg

: The Government Finance Officers Association of the United States and
Canada (GFOA) awarded a Certificate of Achievement for Excellence in Financial
Reporting to the State of Minnesota for its comprehensive annual financial report for
the fiscal year ended June 30, 1995. The Certificate of Achievement is a prestigious
national award recognizing conformance with the highest standards for preparation
of state and local government financial reports.

In order to be awarded a Certificate of Achievement, a governmental unit
must publish an easily readable and efficiently organized comprehensive annual
financial report, whose contents conform to program standards. Such CAFR must
satisfy both generally accepted accounting principles and applicable legal
requirements.
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A Certificate of Achievement is valid for a period of one year only. The State
of Minnesota has received a Certificate of Achievement for each of the last eleven
fiscal years through June 30, 1995. The Department of Finance believes this current
report continues to conform to the Certificate of Achievement Program requirements,
and is being submitted to the GFOA.
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A Certificate of Achievement for Excellence in Financial
Reporting is presented by the Government Finance Officers
Association of the United States and Canada to
_ government units and public employee retirement
systems whose comprehensive annual financial
reports (CAFRs) achieve the highest
standards in government accounting
and financial reporting.
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